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1. This publication contains current intelligence exclusively
and therefore has not been coordinated with the intelli-
gence organizations of the departments of State, Army,
Navy, and Air Force.

2. This copy may be either retained, or destroyed by burning
in accordance with applicable security regulations, or
returned to the Central Intelligence Agency.

WARNING

This document contains information affecting the na-
tional defense of the United States within the meaning
of the Espionage Act, 50 US.C, 31 and 32, as amended.
Its transmission or the revelation of its contents in any
manner t0 an unauthorized person is prohibited by law.
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The events of the past week probably pessess greater
significance as porienis of things to come than they do in
terms of the immediate present. The eveni casting the longest
shadow into the fuvivre may be the Warsaw meeting hetween
koiotov azaﬂi the is)?@fgm minigters of the Satellite siates (see
page 5). The communigue issued &t the close of the meeting
on 24 June, camhg for one more four-power atiempt to reach
agrcemem on a pwvismml democratic, peace-loving, ail-
Cermnan government,’’ reveals the keer importsnce the USS
sitaches to the retention of some participation in the control
of vestern Germany, wost notably the Ruhy.

Another event possessing implications which may
reach far into the fukuwre tock place this week in Greece when
the Greek Nationsl Army pushed off on itz long-avwaited oifen~
sive zgainst the guerrillas (see page T and map). Although
eairly indications are that the army will reach itg initial cbjec~
tives despite stiff uppasi&ion, the final success of the camypaign
will haag upoa the army’s a?uﬂity to seal the Albanian border .
and thereby prevent the re-iorming of the scattered guerzillas
ai the end of the drive. Llsewhere in eastern Europz, there
were signs that the Czechoslovak Goverament may soon take
extreme measures against the nen-Communists (see page 6).

Concurrent with Soviet obstructionist tactics in Berlin
subsequent to the currency reform action in western Gerwsany,
Moscow-tvained members of the NEFD (fres Germany Committee)
are infilirating US Zone Germany ia an appareni effort to pene-
trate ultra-righiist groups there (see page 3). In France, recent
Iabor troubles have beea quickly brought under coatrol by vigor-
ous Government aciion. Such unrest Is, however, symptomatic
of 2 basic unbalance in the Wage-price~proauchm phases of the
French economy (see page 8). Gemeral Franco’'s efforts to win
friends for Spain have seen some success recently in the send-
ing of diplomatic representatives by four Latin American coun-
trics which had withdrawn their diplomats from Madrid in 31346
{see page 4).
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As the second week of the UN truce came to a cloge,
the Arab-Jewish conflict in Palestine remained generally

~ suspended. However, no indications have been forthcoming

irom Rhodes, wiere UN Mediator Bernadotts and Arab and
?ewisn reprasentatives are conferrving, that 2 solution whick

woth parties will agree to is in sight {(sez page 0). An imposed
solution still seems required. Meamwhile, furihsr revelation
that a decisive shiit is taking place in the balance'- of puwer
among Arab states has come io King ™n Saud’s avitstion to
his traditional enemy, King Abdullah of Transiordan, for a
meeting in Saudi Arabla (&ee page 8).

Recena Soviet offorts to ponstrate Southeast Asia have
found expression In incrsased trade competition and Coramu-
nisi-inapirved native violence {see page 11}, The nrobability
that present disturbances in Malaya will be orolonged may
jeopardize the UK contribution £o the Buropean recovery pro-
gram by reducing the cutput of one of the United zimgﬁem
major doilar»edming areac. In fapan, an agreement recemﬁy
reached by S8CAP will perrait the manufactre of $3% million
worth of railwway euipment for the USSR (see page 31).

I Central America and the Caribbean, a tendency o
rely raore upon balance-of-power concepis anﬂ less upon
international mﬂchmery for settling disputes threateps to
hamper U‘% plans for Hemisphere solidarity (see page 13).
Argentina’s intent to acquire a greater share in Latin American
maritime activities is revealed by steps recently taken toward
eplarging and nationalizing the Argentine’ merchant maxine -
{see page 14).
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WESTERN EUROPE
FRANCE |

Recent French labor troubles, starting with the Cler~
mont-Fexrand eirikes, though quickly brought under control

- by vigorous Government action, are symptoms indicating

that the solution to-the basiec problems of the French economy /
bhas not been found. The Schuman Government is confronted
with the almost impossible task of lowering prices, iacreas-
ing wages, and raising production. Increased French pro-
duction, of course, is the only long-term solution to the
wage-price problem. The big question for the Schuman
Government and the French people is whether the wage-
price-production balance can be achieved without putting the
French economy through the wringer. Originally, the sitdown
strikes at Clermont-Ferrand were to enforce Communist P
demands for a 20% wage increase. The quick and forceful
ejection of the workers from the plant was used by the
Communists to focus attention upon the issue of the legitimacy
of sitdown strikes. The Government is now considering taking
a strong stand against the occupation of plants by workers,
although the sitdown has become the traditional French strike
technique. At the moment, however, the French public is not

- in sympathy with Communist-instigated strikes of a political

nature, and the implications of police efection of the Clerniont-

Ferrand strikers have apparently failed to arouse the French
workers. - o '

GERMANY

US Zone ng;man% is being infiltrated by Moscow~
trained members of the Free Germany Committee (NKFD).
Among members of the NKFD reported in the US Zone was the
prominent Heinrich von Einstedel who was in Wiesbaden |
probably for the purpose of coordinating an NKFD campaign to
penetrate ultra-rightist political groups ia western Germany.
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SPAIN

Franco’'s courtship of Latin American governments, which
may be expected to continue as 2 part of his eiorts to reestablish
Spain’s position in the community of nations, has resulted in
widened diplomatic recognition. El Salvador, the'Dominican Re-
nublie, Belivia, and Paraguay -- which withdrew their represent-
atives as Part of the 1946 U boycott of Spain -~ have respomied
to Franco's blandishments by sending ambassadors and ministers
to Madrid. Franco may now be expected {o conceatrate his
efforts upon the larger states, such as Chile, Peru, Columbia, and
Brazil. In these <=.-fiorte3 as in the past, Franco will have the
strong support of Peron 8 Argentine Government.
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EASTERN EUROPE

The continued Soviet desire to re-open %adri%ite
negotiations on the German problem has been indicate the
failure of the Warsaw Conference to produce formal plans for
a provisional government of eastern Germany and the Warsaw
communique calling for a further four -power attempt to unify
Germany. Concurrently, intensified Soviet obstructionism in
Berlin appears designed to force the western powers to agree
to renewed discussions in which the USSR would undoubtedly
demand that the entire German problem be reconsidered.
These Soviet efforts are prompted primarily by a desire to
obtain some measure of control of western Germany, parti-
cularly the Ruhr, or at least to sabotage or slow down the
western program, including European recovery, rather than
by any sincere desire for a just and equitable solution of the
German question. The communique of the Warsaw Conference,
in its appéal for German ' unity and renewed efforts for quadri-
partite agreement, provides the Kremlin with 2 propaganda
theme which will undoubtedly attract many adherents not only
in Germany but throughout western Europe and the US.

SOVIET UNION

- The USSR is continuing to stockpile iron and steel
scrap through collections in Byelorussia and imports from
Germany and Austria, even though the present Soviet scrap
supply is probably more than adequate. Besides the potential
strategic value of a large stockpile of scrap. such stockpiling
enables the USSR 4o sell scrap to the western powers and
thereby obtain dollars with which to finance operations and
purchases in the western European area.

-5-
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CZECHOSLOVAKIA

The iar, rcentage of Czechoslovak blank and invali-
dated ballots (estimated at 40%) which were cast in the recent
elections served to warn the Government that considerable
anti~-Communist feeling exists among the general public. As
a consequence, newly -elected Premier Zapotocky is reported
to be planning more extreme meassures to neutraiize dissivent
elements throughout the coumniry, The stage has been s2t for
such a campaiga of terror and intimidation by the Goveramen:'s
action n numbering each ballot with invisible ink, thus making
possible the identification of those Lzechoslovaks who cast the
protest votes. .
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FINLAND

The Finns will be unable to use a cent of the recent
$5 million Soviet 1lozn because they will be unable fo repay
it at the end of six months. The USSR, however, will receive
a double dividend in the form of an effective propaganda
weapon and the investment at 2% of $5 million now idle in the
US,. .

RUMANIA

Communist control over the Rumanian economy was
virtually completed by the sudden nationalization on 11 June
of all principal industrial enterprises, banks, insurance
companies, and mineral wealth. (The joint Soviet-Rumanian
companies were exempted.) Militarily, the nationalization
decree will facilitate implementation of Soviet plans for the
development of Rumania’'s war production, while politically
the Rumanians now have legal justification for the rapid
elimination of all western influence in former foreign-owned
concerns such as the US and UK oil companies. The disloca-
tions resulting from nationalizing so rapidly, however, will

- temporarily bandicap Rumanian industry, which is already
suffering from severe shortages of raw materials and vital
machinery., |
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mﬂnﬂrstfewﬁyshommcmcluslw. Boththearm

and the guerrillas realize that on this operation will depend

~the immediate military future of the rebellion, and both axe
fighting cautiously but determinedly. The army forcss o

70,000 have 2 superiority tn size and supplies amapuun-:'
air support; the guerrillas (anmbering some M)hntb |
‘uhnnupcltuapMannlyshnmﬂypnmmnﬁ ~

extensive mine ff{elds, and, atﬂnemoment,amteﬁankabo -
Albanian border. Alreadytherearereportsﬂntlnrdpreued
guerrilla detachments have crossed the border to circle back
on Albanian territory and attack army units from the rear. The .
army will probably be able to attain its initial objectives despite °
the stiff opposition it is encountering. The important test, how -
ever, will be whether the army can seal the Albanian border
andprevent the scattered guerrilla bands from re-iormingvhen
‘the drive is over.

The accompamhg map shows the locale of the opemtlons
Near the southern part of the Albanian border, army units have
penetratednorﬂ:wardforad!stancedsomohnmﬂesmmnel -
to the border. Near the Albanian border in the north, army units |
are attacking southward in an attempt to effect a junction with '
the prong driving northward along the border and thereby complete
encirclement of the guerrillas and preventtheir escape into
Albanta. In almoset all sectors, the army’s rear is threatened
(although not vita.ny) by guerrilla forces from outside the opera-
tional area.
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NEAR EAST - AFRICA

ARAB STATES .

A Saudi-Hashimite understanding may develop out

of the meeting which will take place later in udi
Arabia between King Abdullah of Transjordan and Iba Saud.

Ibn Saud’s show of friendship by inviting Abdullah, his tradi-
tional enemy, to meet with him provides further evldance

of a decisive shift in the balance of power in the Arab states.
The recent rapprochement between Egypt, Transjordan, and
Iraq, resulting from their parallel military responsibilities

in Palestine, dangerously isolated Saudi Arabfa. bn Saud,
who has been frantically but unsuccessfully soliciting US
military aid for several months in order to defend himself
against alleged threats of Hashimite aggression, has probably
come to the conclusion that he can no longer atford to maintain
his dynastic feud with the Hashimites. Moreover, because of
the passive role which he has until now played in ‘the Palestine
war, Ibn Saud probably fears that he has lost face among the
Arabs who have demanded that their leaders take forceful
actlon in Palestine. By agreeing to support Abdullah whole-
heartedly against the Zionists, Ibn Saud will not only improve
his prestige in the Arab world but may also be able to persuade
Abdullah to abandon his claims to the Saudi Arabtan province
of the Hejaz, which Tbn Saud took from the Hashimites after
World War 1. Whether such a ‘“‘deal’’ will result from the
forthcoming meeting (to which the Hashimite Regent of Iraq
has also been invited) is difficult to say, but it is undoubtedly
what Ibn Saud is after. Other Arab leaders, particularly oﬁt-
cials of the Arab League, will doubtless welcome Pn Saud’s
gesture as an indication that traditional rivalries, which have

- hitherto seriously hampered Arab unity, are in the process of
- being dissolved. .

'-8-

SECRET |

eclassified in Part - Sanitized Copy Approved for Release 2013/02/22 : CIA-RDP78- 01617A002000060001-2




-

N

Qeclassified in Part - Sanitized Copy Approved for Release 2013/02/22 : CIA-RDP78-01617A002000060001-2

-

- SECRET

Jewish immigration and snpplyingbeleaguered Jerusalem have
been settled more or less to the satisfaction of both sides.
Jewish and Arab representatives are in Rhodes for consulta-.
tion under UN Mediator Bernadotte, Despite these encourag-

ing signs, a solution agreed to by both Arab and Jew appears

- as remote as ever, The UK is exploring the idea that the Azabs

might be persuaded to accept ‘‘a small, compact sovereign
Jewish state.”’ Even #f the Arabs should prove amenable to
such a suggestion, there is no reason to believe that the Jews
would accept anything less than the territory assigned them

by the UN partition plan. Thus, neither the fighting since 15 May
norﬂ:eUNtmcehaschangedthebasicBmesbetweentbe
Jews and Arabs. It appears that a sclution will have to be im-
mpoaodby one side on the other, or by some outside force on

RAN

Internal Eiﬂcal dissension is threatening Iranfan
stability o dive official and popular atten-
tion from the constant danger of Soviet encroachment. The
election of Hajir to the premiership has brought on popular
demonstrations which have been instigated by strong, hostile
factions and partictpated in by members of the pro-Soviet
Tudeh Party. Hajir’s Cabinet, which contains a number of
ultra-conservative and inexperienced men, may prove ineffec-
tual in coping with the demoralized political situation. Mean-
while, Soviet pressure on Iran continues and has recently
included several forays from the USSR into Iranian territory.

SECRET
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SOUTH AFRICA

] is already proving unco-
operative in Commonwealth defense matters, although there
are no reports of the abrogation of formal commitments
between South Africa and the UK. Plans to send semior
officers to the Imperial Defense College have been cancelled,
and South Africa may request substitute training arrangements
with the US. In the administration of Union Defense Forces,
Afriknans has replaced English as the official language; this
not only obstructs all aspects of defense cooperation but

penalizes South African officers who speak only English. -

]
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FAREAGST

Soviet penetration of Southeast Asia seems to be taking

- the forms of écm trade competition and the instigation of
native violence against established UK and local authority. The
USSR has recently offered to buy unlimited quantities of tin and
as much as 3,000 tons of rubber per month in Siam. Czecho-
slovakia has also expressed interest in obtaining rubber and
other commodities from this area. Besides these offers of trade,
Soviet shipping facilities are reported to be available; Soviet and
Czechoslovak representatives are apparently agreeable to pay-
ment in dollars, pounds, or by barter. ‘While these trade offers
are being made, UK and local authority in the Malay States is
being threatened by terrorist activities which are in large part
Communist inspired and directed. Arson and murder recently
became so widespread that the UK High Commissioner extended
special police powers to local authorities throughout the entire
Federation of Malaya to combat the crimes. Prolonged disturb-
ances in Malaya, which are now considered to be probable, would
deprive the UK of 2 major dollar-earning area and the US of vital
raw materials. Such losses could seriocusly reduce the UK con-
tribution to the European recovery program.

JAPAN

The USSR will receive from Japan $ 33 million worth of
railway rolling stock in return for coal, co coal, wood pulp,
and other raw materials under the terms of an agreement reported
to have been completed recontly by SCAP. SCAP apparently takes
the view that the narrow-gauge railway rolling stock manufactured
in Japan will add little to the war potential of the USSR whereas
Japan will receive quantities of essential materials not obtainable
elsewhere at this time. .

-11 -
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SECRET
JAPAN

The present Japanese coalition governmest is determined,
if mounting pressures compel its , to dissalve the Diet and
hold elections rather than resign and turn over executive authority
in Japan to the conservative Democratic-Liberal Party. This
party, as the largest in the House of Representatives, claimed
the right to form a new government when the Katayama Cabinet
fell in February. Since that time, the Democratic-Liberals have
increased their parliamentary strength while deserﬁons and
dissension have seriously weakened the Ashida Cabinet’s hold
over the Diet. H the Ashida Cabinet should resign, the Demo-
cratic-Liberals could probably establish a coalition government
which they could dominate; they might be able to establlsh a

single-party government.

AUSTRALIA

An Australian attack on US policy may be made by
Minister of External Alfairs Evatt at ﬁ next meeting of the UN
General Assembly. Evatt, who fancies himself as a mediator
between the East and the West, reportedly plans to protest
against the US policy of opposing loans to Poland and other
Satellite states. Evatt’s stand would be consistent with recent
Australian gifts of wool to eastern, as well as western, European
countries. It would also be in line with an anticipated attack by
Soviet representatives upon western economic aggression.

~
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WESTERN HEMISPHERE

Central American and Caribbean republics seem to
be relying more and more upon balance-of-power concepts.
Because revolutionaries are permitted with relative impunity
to operate in one republic against ancther, the area has be-
come divided into two protective blocs of power, each antago-
nistic to the other. The governments of Central America are
also increasingly incapable of solving the problems of friction
in their inter-goveramential relationships. The recent civil
-war in Costa Rica has demonstrated that even shaky regimes
are difficult to oust by revolutionaries operating solely from
within their own territories. The z2id from Guatemala re-
ceived by the rebel leader, Figueres, proved the deciding
factor in the civil conflict in Costa Rica. In a receni diplo-
matic exchange between the Dominican Republic and Cuba,
the Dominican Republic indicated its recognition that a revo-
lutionary threat against one republic was the direct concern
of all. '

Sharpening rivalry between the two hestile blocs in
- the Caribbean will make difficult the implementation of the
- US concept of Hemisphere solidarity. Also, it will reduce
the chances for ideclogical unity within the area and impair
the desire to prevent political incur sions from without.

ARGENTINA

The indefinite status of ECA negotiations with Argen«
tina, concerning purchases in Argentina to meet ECA commit-
ments in 1948, involves a potentially adverse effect on the
attitude of the Peron administration toward the US. Contrary
to recent indicaticns, the latest information suggests that sub-
stantial ECA purchases may be agreed upon in the near future.

- The Peron regime has for months counted on such dollar re-
- ceipts to alleviate its current critical doliar shortage and deficits

in essential imports. H the nezotiations result in a drastic

- 13 -
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disappolntmmtdArgenﬂneapeciaﬂons thePermregime

B tomcreaseﬂsanﬂ-USpropagandaathomeandabroad.

' mw owth of the
. marine, togeﬂaerwtthreeeataﬁepsmrdcomplauuum
izaﬂmd&emerchantmrlne is indicative of Argentina’s
Mnumhphyahrgerpaﬂmmﬁnmmm
activities. The remaining 37% of Argentina’s privately-owned
~ merchant vessels are about to be sold to the Government as
_ Soon as financial arrangements can be made. Argentina has
also built up its state-owned fleet largely through foreign
purchases in Italy and the US. The Argentine decision to ex-
pand its merchant marine is probably based on recognition
of the value of such a fleet for: (1) achieving independence
dforelgnpowersinﬂnecon&ctditstrade,(znheponﬂm
advantages to be obtained in relation with neighboring states
which need such space for trade; and (3) the material profits
“to be garnered as a neutral carrier of essential wartime
goodsmﬂxeeventdEuropeanhostﬂitlea.. : -

’

may prevent President-eleet Gonzalez fmm lnm oﬁice on
15 August. By striving to unify the dissident elements of
‘Paraguay’s single active political party, Frutos has increased .

. his personal popularity and improved his chances of remaining
in office. However, the three-way split in the dominant polt-
tical group, oceasimdbythamtryintoﬂnepresldmﬂalnee

" of a third candidate, militant Molas Lopez, may lead to ancther

/

division of the armed forces and the Asuncion police. The cavalry
andpdwestagedﬂwahmecmpwmchdeposedmmamtmwmo

and they may be capable of determining the immediate political . ‘
_destiny of whichever candidate they choose to support. Although
theAmmcionpoucearedelmlysuppormgMolasLopez ﬂne R
cavalryhasnotindicaﬁaditspreiereneemmtenﬂms :
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political crisis in which the deciding factors might be the cavalry j'
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.smpport ‘has accepted the resignation of his all-military

Cabinet. Threatening resignation unlegs Bustammnte acceded

~ to its demands, the former Cabinet had insisted that the July

sesstonotCmgress not be allowed to convene and that APRA
(Peru’s largest party of the non-Communist left) be outlawed.
The fact that the President felt strong enough to defy his
Cabinetandproceedwiﬂ:the!ormaumdamdemm
toindtcatethnthetelthecmldcountmsupportfroma

-sufficient section of the Armed Forces to maintain his Govern-
- ment despite recent indications that the loyalty of certain .

sections of the military might be subject to question. His =~

action probably indicates also that he feels anti ~APRA elements

are less likely to precipitate a coup. Bustamante’s new Cabinet,
headed by General Reveredo as Foreign Minister, reportedly '
may veer away from the hnaﬁcally anti~APRA policies of ita '
predecessor and follow a more conciliatory course vis-a-vis

the strong APRA elements in Peru. | B

| 'VENEZUELA

emphasiztng Vanezuelan political

Alarmist reports
- instability have recently become so numerous and so frequent

as to be suspect. In an apparent effort to capitalize on US

- preoccupation with the security of the Venezuelan oilfields,

the Venezuelan Government has greatly exaggerated recent '
incidents as a2 means of securing US arms. Venezueia probably

18 exerting this pressure to get arms (ostensibly for the purpose
.otmaintainingorder)asameansois&engﬂ:ennguspostﬁm |

in the Caribbean 8 preearims balanee-ot-power sih:atlon.
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